
 
 
 
 
 
 
M E M O R A N D U M 
 
TO: Waltham Retirement Board 
 
FROM: Joseph E. Connarton, Executive Director 
 
RE: Approval of Funding Schedule 
 
DATE:  July 8, 2015 
  
 
 
    
This Commission is hereby furnishing you with approval of the revised funding schedule you recently 
adopted (copy enclosed).  The schedule assumes payments are made on July 1 each fiscal year.  The 
schedule is effective in FY16 (since the amount under the prior schedule was maintained in FY16) and 
is acceptable under Chapter 32. 
 
Although we are approving the schedule, we have some concerns regarding the actuarial assumptions 
and methodology in determining the funding schedule. First, in our August 27, 2013 memorandum, we 
recommended that the Board consider reducing the investment return assumption of 8.25% at the time of 
the next valuation.  Only 7 systems are currently using an investment return assumption above 8.0% (all 
use an 8.25% assumption).  As of January 1, 2013, PERAC reduced its “standard” investment return 
assumption for local system valuations to 7.75%.  In our January 1, 2015 valuations, we are in 
discussion with a number of boards about reducing this assumption further.  There are now 76 systems 
using an assumption less than 8.0%.   
 
Second, the valuation uses a salary increase assumption of 3.5% which is one of the lowest used by any 
system.  We expect that over the long term this assumption will need to be increased (and/or the 
investment return assumption decreased) which will increase plan liabilities. 
 
Third, we recommend boards adopt a fully generational mortality assumption.  A fully generational 
assumption “bakes in” future mortality improvement (longer life expectancy).  Currently 30 systems 
have adopted such an assumption and we expect more than half will have adopted this type of 
assumption after all 2015 valuations are completed. 
 
Fourth, the funding schedule adopted reflects annual increases in appropriation of $500,000 per year 
until the amortization of the unfunded liability is complete.  A method that increases by a set amount 
each year is acceptable as long as the amount of appropriation exceeds that amount that could be 
determined using the minimum required schedule (4.0% increasing amortization to FY40).  Your 
schedule does meet this threshold. 
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However, we note that the increase in total appropriation is approximately 3.1% in FY17 and grades 
down each year.  The increase in FY32 is 2.1%.  Most systems that adopt schedules with appropriation 
increasing by a set percentage each year, use an annual increase of 5.0% or greater.  Adopting such an 
approach would decrease the length of your schedule. 
 
We believe it is important to develop schedules that amortize the unfunded liability by FY35.  This 
would provide the System more flexibility in the event of a market downturn.  Although the 
amortization under your schedule is completed in FY33, we expect that if you used the PERAC current 
standard assumption set in the 2015 actuarial valuation, your unfunded liability would increase 
significantly and your schedule would need to be extended beyond FY35 if you were to maintain the 
current appropriation amounts. 

 
The actuarial assumptions should be carefully considered at the time of the next actuarial valuation.  We 
are available to discuss this issue with you further. 
 
If you have any questions, please contact PERAC's Actuary, Jim Lamenzo, at  
(617) 666-4446, extension 921. 

Enc. 




